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NATURAL RESOURCE REVENUE PLAN 
RELATING TO CRUDE OIL 


On July 28, 1972, the Cabinet of the Government of Alberta approved 


new Natural Resource Revenue Plan relating to crude oil. The main 


revenues to the Government Of agro? 


ity eS 
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of the Phan, as approved by the Cabinet, are as follows : 
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‘The assessment of the value of the rights to crude 
oil under The Mineral Taxation Act will be carried out 
by the Energy Resources Conservation Board. The Board 


has developed a formula for assessing the value of the 


richts to crude “oil. The assessiment,will be made by an 
Assessor appointed by the Board. Properties with assess- 


ments below a certain value, yet to be determined, will 


be exempt from the tax. Appeals against the assessment 
will be heard and ruled upon by the Board. The mill rate 
of the tax levied will be set by Order—in-Council. The 


tax levy will be carried out by the Department of Mines and 
Minerals. Provision will be made for a complete review 


by a Ministerial Committee. 


The petroleum industry has expressed concern about 


at 


administration problems and sizeable costs associated with 


a tex on the rights to erude oil, The Government has bee 
assured by the Energy Resources Conservation Board that the 
assessment “of the Tigots to crude of] tan be €arricd out 


fairly and equitably and administered at a reasonable cost 


to the Government ~ well under $250,000 per vear. 


The Government of Alberta has received advice that the 
tax on the rights to crude oi] or increased royalty payments 
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The Government has also studied the claims that imple- 
mentation of the Tentative Plan would have a detrimental 


effect on enhanced recovery projects and enccurage excessive 
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rates of production. The Government believes that in 
most instances the incentive in terms of improved 


ultimate recovery and allowable production 
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productivity, 
rate is sufficiently strong that implementation of the 

Plan will not adversely affect a deriei on to proceed with 
enhanced recovery projects. Also, implementation of the 
Plan could not result in excessive production since 
production Le controlted™ By Lhe Energy Resources Conservation 


Board regulations designed to maximize recovery of crude oil 
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The Government will replace the existing royalty regulations 


relatine to crude of] under The Mines snd Minerals Act with new 
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(a) the new regulations shall commence on January 1, 1973 
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(b) the royalty on crude oi] produced in a wonth by a well 
will be calculated under the new royalty schedule, according 


to Ene Ollewiie = 
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the new crude oil royalty schedule will apply : 
' ‘ 

- -to all leases issued after January 1, 1973; 

ve to the then existing leases not containing maximum 
royalty provisions; 

m= ‘to those existing leases extended beyond their first 
or initial term where the maximum royalty provision 
does mot apply after the first or initial term; and 

- to existing leases when.the first or initial term 
and the maximum royalty provisions expire. 
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as the ew crude oil royalty sche 
whom it applies will be granted exemptions from taxation of 
the rights to crude oil under The Mineral Taxation Act until 


December 31, 1977. 
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a one-time option will be provided whereby a holder of rights 


to crude oil may elect to amend all existing leases under his 


control having maxinum royalty provisions so that the moximum 
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royalty provisions epplicable to petroleum do not apply, and 
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that the petroleum royalty provisions in the leases are subject 
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to the crude cil royalty schedule in force during the t 
the lease. Those electing to exercise the option will be 
granted exemption from taxation of the rights to crude oil for 
these leases under The Mineral Taxation Act. The election 


must be made before January 1, 1973. 


The one-time option concept was supported by the Independent 
Petroleum Association of Canada and by a number of individual 


companies. 


The Government is unable to grant assurance that the:increase 
in the amount payable under the new royalty schedule as compared 
with the existing royalty schedule will be the same as the 


amount payable under The Mineral Taxation Act. 
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The new royalty schedule has been developed with the objective 
of removing certain inconsistencies in the existing royalty 
schedule. These inconsistencies relate to the fact that 
incremental production over 2700 barrels per month pays a 
lower royalty than ineremental production between 750 barrels 
and 1500 barrels per month. Tf this same concept had been 
preserved under a new royalty schedule, it would have been 
necessary to accentuate these inconsistencies in order for 

the Government to realize the $70 million additional revenues 
deemed fair and reasonebte. The new royalty schedule will 
Start at a rate of 52 and will increase gradually with increases 


in production to a maximum rate not to exceed 257: 


On the basis of the estimated 1973 production, the new royalty 
schedule will result in an average royalty of about 212 compared 
with about 167 ander the existing royalty schedule. The 


increase in the average royalty rate in 1973 will thus be about 
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the new royalty schedule will result in a modest increase 


in royalty for wells producing from 360 to 1200 barrels per 
y - f 


month and a gradually increasing royalty for wells producing 
over 1200 barrels per month. For the small production wells 
(less than 360 barrels production per month), the royalty 
will Be reduced « About 1200 crude oil wells in Alberta 


fall into this cavegéry and will benefit frem reduced 


royalties. 
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Government will not ait alten the, royalty schedule for a period of 


five sgers. The Government is alse prepared to commit that 


combined revenues from taxation of the rights to crude oil and 


increa ised royalties under the new coyadins : schedule (exclusive 
of increases related to -mcreas sed production or increased. well- 


head prices of crude Gis wae approximate 4 $70 million per year 


over the five-year term of this Natural Resource Revenue Plan. 


In submissions to the Alberta Legislature last May 
concerning the Tentative Plan, the industry pointed out 
the need for a term comnitment by the Government during 
which the new royalty schedule and tax plan would remain 
unchanged. The Government has given consideration to 
fixing a period of time in order that industry will have 
a firm basis for business eee However, because 
tne orld owttook for exude Gil is subject to sc many 
Wwneawic chances and varisbles and creates uncertainties 
as to future conditions (which dic not prevail to the same 
sxtent in the past) it is imperative that the Government 


set a five year rather than seven or ten year period. 


The Government will implement an Exploratory Drilling Incentive 


system designed tou etimulate increased expleratory activity an 
Alberta. The Svstem has two Alberta pu iplic interest objectives : 
(a) to accelerate the discovery of additional crude oil and natural 
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(a)e oa Credit for esc) new Field Wildeat Well drilled for oil 
‘or gas in Alberta to apply against taxes payable under 
The Mineral Taxation Act and against royalties and rentals. 
The Energy Resources Conservation Board will eertify each 
proposed well in advance of drilling which,qualifies as a 
New Field Wildcat Well based upon a definition to be 
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published by the Board. 
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The credit will accrue to the licensee of the qualifying 
well excepting 10, the case ofa jointly-financed well. 
In such cases, the eee shall be entitied to the 
eredit unless prior to the drilling the licensee iNEOrRS 


the Department of Minea and Minerals as to the manner of 
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The credit will be established upon compietion or abandon—- 
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nent of the New Field Wildcat Well to the satis 
the Energy Resources Conservation Board and upon establish- 
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1, 1972 will be entitled to the credit. Credits may be 
cumulative and only apply after January 1, 19 iow The credits 
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must be used by December 31, 1979. 


(b) ee exemption for cach pew Field Wildeat crude oil discovery 
well in Alberta from royalty payments to the Crown and in 
addition an cxemption from taxation of the rights to exude 
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(c) 
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termination of the System on December 31, 1977 except that 
ee exemption referred to in (b) above will extend for a 
full period of five years following the completion of the 
well (in other words, New Field Wildcat wells completed on 
December 31,,1977 will be able to benefit from the exemption 


from Crown royalties until December 31, 1982). 


These incentives will not be diminished during the five-year 
period ending December 31, 1977. Consideration may be given 


at a later date to other exploratory incentives. 


The Exploratory Drilling Incentive System will be administerec 


by the Department of Mines and Minerals. 


The Exploratory: Drilling Incentive System described in the 
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April 1972 Tentative ‘Natural Resource Revenue Plan has been 
modified to reflect suggestions made by participants at the 
May Legislature hearings. The Main CPetvesom wee Chat the 


Tentative System would reward the successful rather than tota 
New Field Wildcat exploration activity. This criticism has 
been met by the modification in the revised System which will 
provide for a credit against royalties, rentals, and taxes 


payable (under The Mineral Taxation Act) for New Field Wild- 


cat Wells drilled in Alberta whether dry or successful. 
A second major criticism of the Tentative System was that 
because. of ts termination on December 31, 1977 a full five- 


year period would not necessarily be available for exemption 
Thonton aleve: qEGR This criticism has also been met under the 


new incentive System. 


| | 
Fa 
: 
i 
} 7 


Deeley oe 
alge a hay 


des ele etiieeh 4d Vagsieey f 
HOOT Gat gUEN (even eer Te ae 
cd os + Spey nad, | 
‘pation a ‘beds dp ‘ 
bird vga tee 0 a rT 
ci jamie | LAA 
i Ot Ph on, edtt wl 
oy 6 VES SR: odd ieee 


* ~ tH Cas 


ES ate WEY od yh “he 8 ee 
‘ahha Sd 4ee rentals aoe 


ol Senter” OOD ameRy inelgy Meigs 
a er YE ic Oip@ned 
=} ieee a Tie fae ee 
fe per ou lil een 


we: 0 


The objective of the Plan is that the effect of any tax 
or incremental royalty paid by a holder of rights to crude 
oil could be offset in whole or in part depending on the 


degree of ‘wildcat' 


exploratory activity undertaken by 
individual oil companies. The public should benefit 

from this system through accelerated discovery of crude 
oil and natural gas reserves in the Province, which become 


tangible assets of the people of the Province. 


When assessing exploratory incentives available in the 

Province, one should also keep in mind the incentive allow- 
. 

able for low reserve properties recently instituted by the 


Energy Resources Conservation Board. 
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While the Government had originally intended establishing a 


plan ior netural gas revenues by the Fall.of 1972, 1t is mot its 


present intention to adjust gas royalty rates or to consider 


Subjecting matural gus reserves to a eer tax at least umtid 
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current market and other factors have crystallized. 


Factors which must be assessed before the Government 


arrives at a natural gas policy include : 


(a) the outlock for market growth and field prices of 
natural gas and sulphur; 
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(b) efforts by producers and pipeline buyers to 
renegotiate the price terms of existing cortracts 
and to negotiate new contracts consistent with the 
actual value of natural gas; 


(c) the cost of environmental controls to gas plant 
operations; and 


(d) the extent of authorized deductions of gas plant 

costs from gress royalty. 

The Energy Resources Conservation Board Report to the 
Government on the recent field price hearing will be an 
important input to this policy position. The Board Report 
is not expected until mid-August 1972 and some period of 
time will be required by the Government to study the Board 
findings. 

For this reason, the Government considers it desirable 
fo modify the Fall i972 target date for establishing a 
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Natural gas policy. 
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